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On Aug. 31, the legislature passed a key element in President Jose Maria Figueres's economic
adjustment program. By a narrow one-vote majority, helped by the single vote from a member of the
opposition party Fuerza Democratica, the deputies of the governing Partido de Liberacion Nacional
(PLN) approved a controversial tax reform bill, which critics say no one outside the administration
really wants. The administration considered passage of the tax bill so crucial that it was willing
to promise a national debate on its neoliberal economic policies to get it passed. The new tax law
increases the sales tax from the current 10% rate to 15% for a period of 18 months. After that time
the rate will be reduced to 13%. In addition, the reform places a 1% tax on assets for businesses with
assets of over US$162,000. Tax revenues are expected to increase by an estimated US$216 million per
year because of the new tax law.
In political pacts signed on April 28 and June 12 with the governing PLN, the main opposition
Partido Unidad Social Cristiana (PUSC) agreed to remove its legislative roadblocks to the Figueres
administration's economic adjustment plan (see NotiSur, 07/06/95). In exchange, the PLN agreed
to a set of "economic guarantees," which bind future administrations to strict controls on fiscal
policy for the next 12 years. The opposition PUSC is the party of former president Rafael Calderon
(1990-1994), whose attempt to introduce neoliberal policies was strongly criticized by Figueres
during his 1994 presidential campaign. However, since his inauguration in May 1994, Figueres
rapidly adopted a similar program that includes eliminating 8,000 workers from the public payroll,
privatizing various state-owned businesses, and breaking the power of government-controlled
banking, insurance, and telecommunications sectors, among other reforms.

Opposition slowing economic program
Nevertheless, the legislature has yet to pass the bulk of the program. The administration, for
example, has not pressed for passage of a bill to layoff 5,000 government workers because it does not
have the money for severance payments. Therefore, the administration gave priority to fiscal reform
as the fastest way out of the cycle of government indebtedness, inflation, and high interest rates.
The first significant effort at fiscal housecleaning was the cutback in the cost of pension benefits
for government teachers and the 50% increase in the national sales tax (see NotiSur, 08/03/95 and
08/24/95). These measures are aimed at reducing the fiscal deficit from 8.2% of GDP in 1994 to
3.5% of GDP in 1995. The targets are part of agreements with the International Monetary Fund
(IMF) and are prerequisites for securing new international loans. For example, the Inter-American
Development Bank (IDB) gave Costa Rica until Nov. 17 to sign a standby agreement with the IMF or
forfeit a US$270 million IDB loan.
Furthermore, without the IMF's blessing, Costa Rica cannot expect to get debt reduction from the
Club of Paris creditor group. The US$268 million debt payment that must be paid to Paris Club
members by the end of this year is far more than the country can afford, according to Finance
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Minister Fernando Herrero, without pushing interest rates higher and worsening the precarious
economic situation. With the stakes so high, cabinet officials warned throughout the final days
before the Aug. 31 vote that if the legislature failed to pass the tax bill the economy would suffer
"grave consequences." Indeed, economic indicators suggest that the country is facing recession,
even before the economic shock of the proposed restructuring program has taken effect. In all major
categories except exports, economic performance has been weak. Vice President Rodrigo Oreamuno
warned that drastic fiscal measures would have to be taken to cut spending if there were no increase
in tax revenues. These measures would include a wage freeze on government salaries for the second
semester of 1995 just when employees traditionally receive their semi-annual pay increase and an
unspecified number of layoffs of government employees.
Herrero said that some temporary taxes would have to be maintained and that interest rates would
remain high up to 40% because the treasury would have to sell more bonds to maintain necessary
government services. Furthermore, inflation would not be brought down to the 16% total targeted
for 1995. Consequently, with an imminent visit by IMF which has made clear there would be
no standby agreement without the tax increase the administration set Sept. 1 as a self-imposed
deadline for passage of the tax bill. In an attempt to stall debate on the bill, Rodrigo Gutierrez, a
deputy from the minor party Fuerza Democrata, introduced 3,000 amendments to the tax proposal in
the legislature. With a legislative rule requiring 15 minutes of debate on each motion, the tiny party
was in a position to kill the tax package. Gutierrez, like much of the opposition, argued that before
raising taxes, the administration should improve tax collection.
Tax evasion, Herrero admitted, has become "a national sport." Herrero estimated the annual
loss to the government in unpaid taxes at between US$330 million and US$828 million annually.
According to official figures, the fiscal deficit is US$550 million, well within the range of lost revenue.
Responding to the complaint about lax collection, the PLN secured passage of a tax evasion bill
two days before final debate on the tax bill. The new law imposes jail terms of up to 10 years on tax
evaders. Unlike the vote on the tax bill later in the week, the tax evasion bill passed unanimously.
But it did little to gain opposition support for the tax bill. Gutierrez offered to support tax reform if
the sales tax were increased by only two percentage points from 10% to 12%, and then dropped to
8% after two years.
Despite Figueres's insistence that no changes would be made in the original proposal, PLN deputies
negotiated similar changes with the opposition and dropped sections of the bill calling for a tax on
corporate income, and on certain classes of salaried and professional workers. Other proposals in
the original bill were also abandoned, such as taxes on business cooperatives, public entertainment,
and increases in the property tax on automobiles. Though the PLN thwarted Gutierrez's filibuster
tactics with a parliamentary maneuver, it has only 28 seats in the 57- seat legislature one short
of a majority. To get that single opposition vote, administration representatives bargained with
Fuerza Democratica leader Gerardo Trejos, who subsequently cast the 29th vote to pass the bill.
In exchange for the Trejos vote, the administration exempted 480 goods in the official shopping
basket of basic consumer items from the sales tax. More important, it agreed to open up for public
debate the economic guarantees that Figueres promised the PUSC he would observe. It also
agreed to suspend layoffs of government workers and to hold seven national forums to debate the
administration's social, political, and tax policies.
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This accord with a minor political party was reached two weeks after the teacher's strike had ended
with a similar accord. Under an agreement with the coordinating committee of the teachers unions
(Comite Civic Nacional, CCN), the administration agreed to negotiate changes in the new pension
law and to set an agenda for national debate on several other issues. They include wage policy
and guarantees on labor rights. These agreements revealed the administration's inability to push
through unpopular austerity measures without paying the price of negotiating with sectors that
were not included in the pacts between the governing party and the PUSC. "The government is
reducing its maneuvering room," said Bernard Aragon, the PUSC legislative leader. "Given this
government's habit of operating on the basis of putting out fires, it has made many contradictory
deals."
Among the many contradictions in the political maneuvering to get the economic adjustment plan
in place is the promise of tight fiscal discipline for the next 12 years a promise made to the PUSC
and the national debates on administration wage policy, which is a promise made to the unions. The
new tax law has its own internal contradictions, raising alarm among both capital and labor. Lionel
Peralta Volio, president of the National Chamber of Agriculture and Agroindustry, called the new
tax on assets "the worst signal" for agricultural productivity and for investors. "It taxes the source of
jobs," he said. "They ought to tax consumption, but not the sources of jobs."
On the other hand, Albino Vargas, secretary general of the National Association of Public
Employees (ANEP), complained that the tax on consumption was regressive and contrary to
the interests of the working classes. "It affects everyone equally, without reference to income. It
reveals the government's lack of creativity in managing the economy," he said. [Sources: Inforpress
Centroamericana (Guatemala), 08/31/95; Reuter, 08/30/95. 08/31/95; Agence France-Presse, 08/23/95,
08/30/95, 08/31/95; Tico Times, 08/25/95, 09/01/95, 09/08/95; La Nacion, 08/25/95, 09/01/95, 09/11/95;
Inter Press Service, 08/01/95, 9/11/95]
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